per 1,000 persons. 2 Shelby County in Tennessee (Memphis area) led the nation in personal bankruptcy filings, with a rate of over 20 filings per 1,000 persons, or 2 percent of the population of Shelby County. At the other end of the spectrum, Massachusetts had a filing rate of 2.8 filings per 1,000 persons, ranking last of all states.
So what is behind this rapid increase in bankruptcy filings? The general cause of most personal bankruptcy filings is no mystery: An individual has too much debt and often also experiences an unexpected negative shock to his or her income, such as divorce, unemployment, or an uncovered medical expense. But this does not explain the increase in personal bankruptcy filings that has occurred over the past 100 years, nor does it explain the explosive growth in bankruptcy filings over the past 30 years.
The first part of the paper will discuss changes in several economic and institutional factors that are likely contributors to the dramatic rise in personal bankruptcy filings seen across the country. P ersonal bankruptcy filings in the United States have soared over the past 30 years, from 1.2 per 1,000 persons in 1980 to nearly 5.4 per 1,000 persons in 2005, an increase of nearly 350 percent. Over this period, bankruptcies have been growing at an average annual rate of nearly 7 percent, about 1.5 times greater than the average rate of annual per capita gross domestic product (GDP) growth. Taking a longer perspective, the 2005 filing rate of 5.4 per 1,000 persons is nearly 80 times greater than the 1920 rate of 0.06 filings per 1,000 persons. 1 These statistics disguise the fact that personal bankruptcy filings are not equal across the country. For example, at the state level, Tennessee has usually had the highest rate of personal bankruptcy filings in the nation, with over 10 filings An examination of these factors may help clarify the causes of increased bankruptcy filings and may thus lead to a better understanding of the solutions to reverse this trend.
The availability of bankruptcy data at various levels of aggregation-that is, national, state, and local-affords us the opportunity to conduct temporal and cross-sectional analyses of bankruptcy filings at these different levels of aggregation. The remaining section of the paper will present and discuss the results from several different empirical analyses of bankruptcy filings using various data sets. Analysis at the national level will explore the long-run versus short-run relationship between bankruptcy filings and several key economic variables, such as the savings rate, consumer debt, and income. An analysis of state-level personal bankruptcy filings reveals that bankruptcy filing rates have been converging over time. That is, states having had higher personal bankruptcy filings are found to have had lower rates of growth in bankruptcy filings. Finally, analysis at the county level uses data for all counties in Eighth Federal Reserve District states. The county analysis explores the relationship of personal bankruptcy filings with income and the distribution of income.
A BRIEF HISTORY OF BANKRUPTCY LAW IN THE UNITED STATES
The U.S. Constitution gives Congress the authority to legislate bankruptcy. Article I, Section 8 of the Constitution reads "The Congress shall have Power To establish…uniform Laws on the subject of Bankruptcies throughout the United States." Despite this Constitutional authority, no permanent bankruptcy law existed in the United States for the first 120 years after this country's founding. 3 Three federal bankruptcy acts were passedin 1800, 1841, and 1867-but all were repealed shortly after their enactment for several reasons. First, during the late 1700s and most of the 1800s, the demand for bankruptcy legislation by debtors and creditors increased during recessionary periods and diminished during boom periods. Second, strong political divides in Congress between Whigs and Federalists (Republicans), who were pro-creditor, and Democrats, who were pro-debtor, prevented the permanency of any legislation. Third, the process of filing for bankruptcy under each of the three acts was far from easy-a costly administrative structure was in place and all bankruptcy filings had to be done in one of the relatively small number of federal courts across the country.
The first long-lasting piece of bankruptcy legislation in the United States was the 1898 Bankruptcy Act. The 1898 Act was designed to aid creditors in the liquidation of an individual's assets and reorganize insolvent corporations. At the time of the 1898 Act, corporate bankruptcies accounted for the vast majority of all bankruptcy filings. Unlike the earlier acts of 1800, 1841, and 1867, the permanency of the 1898 Act was due to (i) a unified Congress and presidency (Republican) and (ii) the rapid growth and political strength of special interest groups (pro-debtor and procreditor) that culminated in the late 1800s. The rise of populism through the 1800s contributed to a strong political demand for pro-debtor bankruptcy legislation. On the other hand, the growth in business and industry over this same time period resulted in the rise of pro-business interest groups such as chambers of commerce and commercial trade groups. Competition between these growing interest groups placed great political pressures on Congress to pass long-lasting bankruptcy legislation. The 1898 Act also fostered the growth of professional bankruptcy groups that had tremendous political influence, such as the American Bar Association and Community Law League.
The Great Depression in the 1930s revealed several problems with the 1898 Bankruptcy Act. 4 First, the percentage of voluntary personal bankruptcy filings grew at this time. The 1898 Act, while containing some provisions for personal bankruptcy filing, mostly addressed the issue of corporate bankruptcy. Second, the 1898 Act stipulated that all corporations that filed for bankruptcy be placed in corporate receivership. 5 Increased business bankruptcies during the Great Depression revealed several problems, including corruption, with the structure of corporate receivership established under the 1898 Act.
The Chandler Act of 1938 was designed to remedy weaknesses of the 1898 Bankruptcy Act. Many more provisions for individual and corporate debtors were contained in the Chandler Act. For example, it allowed debtors to choose between liquidation and repayment of debt and also provided for voluntary and involuntary bankruptcy filings. As with the 1898 Act, the impetus behind the Chandler Act was the strong desire of various special interest groups, such as the American Bar Association, National Association of Credit Management, and the Commercial Law League, to change federal bankruptcy law.
The next significant piece of bankruptcy legislation was the Bankruptcy Reform Act of 1978. Between the 1930s and 1970s, corporate bankruptcy filings decreased but personal bankruptcies steadily increased. The 1978 Act (also known as the "Bankruptcy Code") replaced many earlier provisions for voluntary personal bankruptcy established by the 1898 Act. Individuals could chose between Chapter 7 filing, which provided for the liquidation of the debtor's assets, or Chapter 13, which allowed for the repayment and reorganization of a debtor's assets. 6 Many of the changes to Chapter 13 made bankruptcy a more attractive option to debtors than in the past, and it is argued by some that the 1978 Act caused, at least in part, the increase in bankruptcy filings immediately following implementation of the Act. (liquidations) , requires filers to participate in credit counseling, and increases the allowable time between Chapter 7 filings to 8 years. The Act also established several requirements for lenders, such as better disclosure regarding minimum payments, interest rates (on credit cards), late payment deadlines, and introductory rates. The 2005 Act was seen by consumers as increasing the costs of filing for bankruptcy; consequently, filing rates increased dramatically (nearly six times higher than average) prior to the Act's effective date, as seen in Figure 1 . Note that after October 2005, bankruptcy filings were lower than the previous two-year average. Discussions with various bankruptcy professionals reveal, however, that personal bankruptcy filings are again on the rise.
THE BANKRUPTCY BOOM: CITED CULPRITS
The primary cause of personal bankruptcy is a high level of consumer debt often coupled with an unexpected insolvency event, such as the loss of a job, a major medical expense not covered by insurance, divorce, or death of a spouse (Gropp, Scholz, and White, 1997; Buckley and Brinig, 7 See Shepard (1984a) . Several features of the 1978 Act made filing for bankruptcy relatively more attractive than in the past: (i) federal exemption levels were increased, (ii) the requirement that creditors must approve the repayment plan under Chapter 13 was removed, (iii) Chapter 13 provided for the discharge of some debts that could not be discharged under Chapter 7, and (iv) eligibility for Chapter 13 was expanded, thus allowing almost all individuals protection from creditors under Chapter 7. 1998; and Nelson, 1999) . Lower-to middle-income individuals are more likely to file for bankruptcy in response to an insolvency event, given their relatively limited access to financial counseling and fewer and less-diversified financial resources. According to consumer economists' surveys, the typical bankruptcy filer is a blue collar, high school graduate who is the head of a household in the lower-middle income class, with heavy use of credit. 9 But, as mentioned earlier, this description of the average bankruptcy filer cannot by itself explain the rapid increase in personal bankruptcy filings that has occurred over the past 30 years. It is unlikely that one event triggered the rise in bankruptcy filings. Rather, various economic and institutional changes have occurred that are likely contributors. Many of the changes discussed in this paper, such as the increased availability of credit, lower costs to filing for bankruptcy, decreased consumer savings, and increased consumer debt, do not necessarily cause bankruptcies, per se, but rather have made individuals more susceptible to negative income shocks, thus increasing the chance of bankruptcy.
Economic Factors
Personal bankruptcy filings per 1,000 persons in the United States from 1900 to 2005 are shown in Figure 2 . 10 Bankruptcy filings were relatively low and steady from about 1900 to 1920. Filings then increased slightly during the 1920s and 1930s. World War II saw a marked drop in filings, likely the result of increased employment in support of the war effort. After the war, the number of filings increased and continued to do so into the 1960s. Two reasons for this rise were an increase in economic activity following World War II and the rise in federal and state transfer programs such as Medicare, welfare, and disability, which (i) may have created an incentive for individuals to be less financially responsible given the expanding government safety net or (ii) is reflective of generally poorer financial decisionmaking by lowerincome individuals. 11 Corresponding with the dramatic change in bankruptcy filings since the early 1980s has been a marked decrease in consumer savings. For example, total saving as a percentage of income averaged nearly 10 percent in 1980 compared with 0.1 percent in the second quarter of 2005 (see Figure 3) . 12 Although rising property values have likely led to a portfolio shift from traditional savings to investing in one's home, this latter option offers much less diversity, and thus higher risk, than traditional savings.
Consumer debt has increased dramatically over the past 30 years. Consumer debt service, which includes mortgage payments and personal debt (including credit cards), as a percentage of income increased from about 11 percent of personal income in 1980 to nearly 14 percent of income in the second quarter of 2005, as seen in Figure 3 . Similarly, consumer financial obligations (a broader measure than consumer debt) as a percentage of income have increased since 1980, as seen in Figure 3 . 13 These statistics, combined with the saving statistics, reveal that Americans have been saving less and spending more (through debt) over the past 30 years, thus making individuals more susceptible to negative income shocks and thus more likely to file for bankruptcy.
The simultaneous spread of casino gambling and rising bankruptcy rates in the 1990s has been 9 Shepard (1984b) . 10 Data prior to 1960 were obtained from Hansen and Hansen (2006) ; for these years, it was assumed that "miscellaneous bankruptcies" reported in Hansen and Hansen were 60 percent corporate and 40 percent personal.
able personal income and current consumption divided by disposable personal income. This measure of the savings rate is from the Bureau of Economic Analysis' National Income and Product Accounts (NIPA). This measure of savings is not without criticism. For example, realized capital gains are excluded, whereas taxes on realized capital gains are included. Also, pension benefits are not included in personal income but contributions to pensions are deducted from personal income. Another measure of the savings rate is based on the flow of funds (FOF) by the Federal Reserve Board of Governors. This measure computes savings as the change in net wealth divided by disposable income. The FOF measure and the NIPA measure are quite different. The FOF savings rate averaged 11.2 percent between 1954 and 2005, and the NIPA measure averaged 6.9 percent over the same time period. Although producing different estimates of the savings rate, the two measures are correlated over time.
noted and studied for evidence of a causal relationship. Research has provided mixed results. The U.S. Treasury Department (1999) Finally, Barron, Staten, and Wilshusen (2002) found a small localized influence of casino gambling on bankruptcy. Using county-level data for the period 1993 to 1999, the authors found that casino gambling had a positive and significant influence on personal bankruptcy. They noted that, without gambling, counties with or adjacent to casinos would have had bankruptcy rates that were 5.4 percent lower in 1998.
Institutional Factors
The rise in personal bankruptcies in the 1920s and 1930s, along with growing corruption and legal challenges regarding corporate bankruptcy filings during the Great Depression, prompted passage of the Chandler Act in 1938. The Chandler Act created a host of new options for those filing for personal bankruptcy, such as alternatives to complete liquidation (e.g., a repayment plan) and a greater ability to file voluntary petitions. The bankruptcy reforms that resulted from the Chandler Act made personal bankruptcy filing relatively more attractive and less costly than in the past.
An increased availability of consumer credit, especially in the form of credit cards, has occurred since the 1950s. 14 Although proprietary charge cards were available in the early 1900s, the use of these cards was traditionally limited to a single store. Also, many of these cards did not have the feature of revolving credit. 15 The first general purpose credit card (BankAmericard, now known as Visa) was introduced in 1966. In 1970, only 16 percent of families had a credit card, compared with 82 percent of families in 2000. Table 1 shows statistics on credit card ownership and balances, broken down into family income categories for select years. 16 The top portion of the table reveals that credit card ownership by all income groups has increased over time, but that wealthier families are more likely to possess a credit card. Not surprisingly, higher income groups tend to have higher balances. However, the important measure is balance as a percentage of incomewhich reflects the burden of credit card debt. As seen in Table 1 , average credit card balances for the lowest income families are a greater percentage of family income than balances for wealthier families. In 1970, for example, credit card balances were about 5 percent of income for the lowest income families and less than 1 percent of income for the highest income families. In 2003, credit card balances were nearly 12 percent of income for the lowest income families and roughly 8.5 percent of income for the highest income families. Although wealthier families are more likely to have a credit card than lower income families, their balances are a smaller percentage of their income.
14 Sienkiewicz (2001) . 15 Revolving credit is an agreement to lend a specific amount to a borrower and to allow that amount to be borrowed again once it has been repaid. The late 1970s saw numerous legal changes that likely had an impact on bankruptcy filings. First, the Bankruptcy Reform Act of 1978 revamped bankruptcy practices set forth under the 1898 Act and the Chandler Act. Although the 1978 Act was passed in response to the rise in personal bankruptcies during the 1960s, many provisions in the Act made it easier for both businesses and individuals to file for bankruptcy. Academic research on the effect of the Bankruptcy Reform Act of 1978 on subsequent bankruptcy filings is mixed, however (Shepard, 1984a; and Domowitz and Eovaldi, 1993) .
A second legal change in the late 1970s was a Supreme Court ruling in 1978 called the Marquette decision. 17 Prior to this time, many states had usury ceilings on credit card interest rates. The high inflation and interest rates of the late 1970s significantly reduced the earnings of credit card companies. As a result, credit card companies in states with relatively high interest rate ceilings attempted to solicit their credit cards to people living in states with lower interest rate ceilings-and still charge the higher interest rates.
Controversy over this practice culminated in the Supreme Court, which ruled that lenders in states with high interest rate ceilings could export those high rates to consumers residing in states with more restrictive interest rate ceilings. The result of this ruling was an expansion of credit card availability and a reduction in the average credit quality of card holders.
The third legal change in the late 1970s was the Community Reinvestment Act (CRA), which was enacted in 1977 to encourage depository institutions to help meet the credit and financing needs of the community, especially low-to moderate- income communities. 18 Because the Act has increased credit flows to disadvantaged communities, it is possible that it also has increased the number of bankruptcy filings by lower income individuals. Research has suggested that the number of bankruptcies that result from CRA loans is, at most, 3 to 4 percent of overall bankruptcy filings. 19 Although some minor legal changes to the Bankruptcy Code did occur in the 1980s, the next significant change was the Bankruptcy Reform Act of 1994. Each state has laws regarding the percentage of an individual's various assets that are exempt from creditors when that individual files for bankruptcy. These assets include insurance plans, pensions, personal property, and real estate (the homestead exemption). The federal government also sets exemption levels for these assets, and individuals may choose between using the federal exemption and their state's exemption (depending which is higher) if their state allows such a choice. 20 The 1994 Act increased federal personal property exemption levels, which in essence made it less costly for individuals to file for bankruptcy because they could now keep a greater percentage of their assets. Not surprisingly, personal filings increased roughly 17 percent between 1994 and 1995 in the states affected by the higher federal exemptions.
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In addition to the legal changes that have occurred over the past several decades, another potential contributor to the rise in bankruptcy filings is the decrease in the social stigma associated with filing for bankruptcy. Although such a measure is largely unquantifiable, it is not unreasonable to suspect that filing for bankruptcy becomes less undesirable as more people declare bankruptcy. It is likely that the aforementioned legal and economic changes were greater causes of the initial rise in filings rates over the past 30 years, but the public's view of personal bankruptcy arguably would have become less negative as a greater percentage of the population had filed for bankruptcy.
This section has discussed the institutional changes that are likely contributors to the rapid increase in personal bankruptcy filings; the rise in credit card usage and the relaxation of restrictions on interstate credit card provision; greater availability of credit to lower income individuals; decreased social stigma associated with bankruptcy filings; and changes to bankruptcy law that have made it less costly for individuals to file for bankruptcy.
Empirically disentangling the effect of each of the institutional changes on bankruptcy filings is quite difficult, however. As seen in Figure 2 , there is a marked break in the trend level of bankruptcy filings in the late 1970s and early 1980s-the period of time that corresponds with many of the legal changes that have been hypothesized to increase the rate of bankruptcy filings. Bankruptcy filings were regressed on a time trend for two periods: 1900 to 2005 and 1978 to 2005. Not surprisingly, empirical tests revealed that the coefficient on the 1978 to 2005 time trend variable was statistically greater than the coefficient on the overall sample period. 21 However, because many of these events occurred around the same period of time, it is difficult to determine the separate effects of each event on bankruptcy filings. Thus, it remains unclear whether all changes have had some effect on bankruptcy filings or the rapid rise is the result of only one or two events.
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National Level Analysis
The rise in personal bankruptcies over the past 30 years ( 
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18 See www.stlouisfed.org/community/about_cra.html for a discussion of the Community Reinvestment Act.
increase in consumer debt and a decrease in consumer savings (Figure 3 ). An interesting question is whether changes in the economic variables from one period to another can explain changes in bankruptcy filing rates. In other words, there appears to be a long-run relationship between bankruptcy filings and the various economic variables (Figures 2 and 3 ), but one cannot tell whether short-run changes in the economic variables influence short-run changes in bankruptcy filing rates. Before considering the relationship between changes in bankruptcy and changes in these variables, however, it is useful to understand the pattern of personal bankruptcy changes quarter to quarter. Percent changes in quarterly U.S. bankruptcy filing rates from 1980 to 2005 are shown in Figure 4 . Figure 4 reveals two interesting points. First, the majority of the changes are positive rather than negative, thus showing that since 1980 there has been, overall, positive quarterly growth in bankruptcy filings. Second, quarterly filing rates increased dramatically at the start of three recessions (1980, 1990-1991, and 2001) and actually decreased in the following quarter for the latter two recessions. This suggests that the past two recessions served as housecleaning events of sorts-individuals teetering on the edge of bankruptcy immediately prior to each recession were pushed into bankruptcy from job losses, unemployment, and other setbacks resulting from the recession. After these individuals filed for bankruptcy, the number of individuals filing for bankruptcy was initially lower, as reflected by the negative growth in filing rates.
The following analysis attempts to answer the question of whether quarterly percent changes in personal bankruptcy filings are influenced by quarterly percent changes in per capita income, employment, the savings rate, health coverage, and debt as a percentage of income. Changes in these variables represent shocks to each variable. The data shown in Figure 4 are used for the analysis (1980:Q3 to 2004:Q4) . The empirical model is Figure 4 by the large positive change and subsequent negative change occurring during recessions. Three dummy variables are included in the empirical model to capture the effects of recession stages on bankruptcies. (National Bureau of Economic Research recession dates are used.) The first variable takes a value of 1 for the first quarter of a recession and 0 otherwise. The second variable takes a value of 1 for the second quarter of a recession and 0 otherwise. Finally, the third variable takes a value of 1 for the third and all remaining quarters of a recession and 0 otherwise. Each dummy variable will reflect the average change in bankruptcy filings for the respective recession quarter relative to non-recession quarters.
Coefficient estimates from equation (1) are shown in Table 2 . None of the continuous variables has a significant effect on changes in personal bankruptcy filings. The first and second quarters of a recession, however, are found to have a statistically significant effect. Specifically, the estimates suggest that the average change in bankruptcy filings is 14.9 percentage points higher during the first quarter of a recession compared with a non-recession quarter. In the second quarter of a recession, however, bankruptcy filings are 9.2 percentage points lower than during nonrecession quarters. The first quarter and second quarter recession dummy coefficients suggest a net positive effect of recessions on bankruptcy filing rates of 5.7 percentage points (14.9 -9.2). 24 To test whether the first quarter and second quarter recession dummy coefficients are statistically different in magnitude, an F-test was conducted on the null hypothesis that the two coefficients sum to zero. The F-statistic from this test is 0.764, with a p-value of 0.39. Thus, the net effect of the first two quarters of a recession on the percentage change in bankruptcy filings is not statistically different from zero. The positive increase during the first quarter of a recession is offset by a decrease of a statistically similar magnitude during the second quarter of a recession.
One study by VISA that also used national data (1980 to 1996) to empirically model bankruptcy filings found that lagged changes in employment "proved to have the single most powerful coefficient in explaining bankruptcy behavior." 25 The Visa study did not consider the separate effects of recession in its empirical models. To explore whether the recession variable in equation (1) is dampening the effects of employment changes, model (1) was re-estimated without the recession dummy variables. The estimated effects of employment on bankruptcy filings still remained statistically insignificant, but less so than when the recession variables were included.
The main conclusion from the national analysis presented here is that recessions (a good proxy for a negative income shock) can have significant effects (both positive and negative) on the shortterm growth in national bankruptcy filings. Specifically, the results showed that bankruptcies increase dramatically at the start of a recession but tend to fall in the second quarter of a recession. At least for the sample period studied here, recessions serve as temporary disruptions to the trend rate of growth in personal bankruptcy filings. However, the first quarter increase and second quarter decrease are not statistically different in magnitude, so the net effect of an entire recession on bankruptcy filings is no different from that which occurs in non-recession quarters.
State-Level Statistics
Descriptive statistics on state-level bankruptcy filings and bankruptcy filing growth rates for The data in Table 3 A visual comparison of bankruptcy filings with average annual growth rates reveals that states with higher levels of bankruptcy filings appear to have had lower average annual bankruptcy growth rates. To explore whether this possibility has statistical validity, a simple regression model was estimated to examine the relationship between bankruptcy filings rates in 1980 and the average annual bankruptcy growth rate from 1980 to 2004. 26 The results reveal a negative and statistically significant relationship between initial filing rates (1980) and average annual bankruptcy growth rates. Bankruptcy filings are thus convergingstates that had a lower level of bankruptcy in 1980 had higher average annual growth in bankruptcy filings between 1980 and 2004. The point estimate from the regression model reveals that for an increase of 1 filing per 1,000 persons in 1980, the average annual bankruptcy growth rate in a state was lower by 8.6 percentage points.
Garrett F E D E R A L R E S E R V E B A N K O F S T. LO U I S R E V I E W
J A N U A R Y / F E B R U A R Y 2 0 0 7 F E D E R A L R E S E R V E B A N K O F S T. LO U I S R E V I E W
There are two possible explanations for converging bankruptcy filings. First, there are segments of each state's population that are more likely to file (e.g., lower-middle income) than other segments. Assuming the relative size of each population segment remains constant over time, there is then an upper limit on the number of people likely to file for bankruptcy. States having higher initial bankruptcy filing rates were closer to this upper limit, and thus the number of filings in these states has grown much less than in states having a larger segment of the population yet to file in the initial year.
Second, numerous studies have demonstrated the convergence of state income over time (Barro and Sala-i-Martin, 1995; Carlino and Mills, 1996; and Webber, White, and Allen, 2005) . 27 Because state bankruptcy rates and per capita income are negatively correlated (correlation in 2004 = -0.453), states having a higher initial level of bankruptcy filings would have had lower income. If incomes are converging as suggested by the literature, then lower-income states would have experienced greater income growth than higherincome states, and thus the growth in bankruptcy filings in these lower-income states would have been lower.
Analysis of Counties in Eighth District States
Among Eighth District states, the counties with the 15 highest and 15 lowest bankruptcy filing rates for 2003 are shown in Table 4 , along with county per capita personal income. There are 681 counties in Eighth District states, with an average The standard model of income convergence has been criticized for several reasons. Quah (1993) notes that implicit in the empirical specification is the idea that each economy has a steady-state growth path that follows a time trend. Durlauf (2001) points to several problems inherent in traditional convergence models, such as the potential for spillover effects and nonlinearities, a disconnect between growth theory and empirical modeling, and heterogeneous parameters. For purposes in this paper, however, differences across states in terms of heterogeneous parameters and different growth paths are likely to be significantly less than across countries because political systems and components of government revenue and spending are much more similar across states than across countries. filing rate of 7 per 1,000 persons. The majority of the counties with the highest bankruptcy filing rates in Eighth District states are located in Tennessee (eight counties). Two counties are in Arkansas, three in Mississippi, and one each in Kentucky and Indiana. Missouri and Illinois had no counties with bankruptcy filing rates in the top 15. The average filing rate in the top 15 counties was 14.2 per 1,000 persons. In Eighth District states, 10 of the 15 lowest-ranked counties are located in Missouri. The filing rate in each of the lowest 15 counties is about one-seventh that of the top 15 counties, with the lowest 15 counties having an average filing rate of 2.0 per 1,000 persons. Table 5 presents 2003 data on county bankruptcy filings for each of the Eighth District states along with county per capita income. County rankings within each Eighth District state as well as for all counties in Eighth District states are also shown. The data in Table 5 reveal large differences in county bankruptcy filing rates within states as well as across states. In most cases, the five highest bankruptcy counties in each state had filing rates roughly three to four times that of the lowest bankruptcy counties in the state. Although filing rates in the bottom five counties of each state are similar, there is quite a large difference in the filing rates of the top five counties in each state. For example, St. Louis City (an independent jurisdiction) in Missouri had the highest bankruptcy filing rate in the state (9.54 per 1,000), but this rate was the lowest of all top counties in other states. Also, Shelby County had the highest filing rate (nearly 21 per 1,000 persons) in Tennessee; but the county with the highest filing rate in Illinois is Knox County, with a rate of 10.5 per 1,000 persons, or nearly half that of the Shelby County rate. (See boxed insert.).
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The data in Table 4 reveal that county per capita income is higher for the 15 highest bankruptcy counties in Eighth District states than for the lowest 15 bankruptcy counties. Average county per capita income for the top 15 counties is $23,692, and average county per capita income for the bottom 15 counties is $19,521. 28 Notice also that Issaquena County in Mississippi had the lowest per capita income in the sample, but it also had the lowest bankruptcy filing rate: less than 1 per 1,000 persons. This visual positive relationship between per capita income and bankruptcy filings lends support to the findings of past research on bankruptcy filings that the 
SHELBY COUNTY, TENNESSEE
What is most interesting about Shelby County is that its demographics and economics suggest the bankruptcy rate should be much lower-per capita income in Shelby County is relatively high (about $34,000), home prices are rising, unemployment is low, and consumer loan losses are not the worst in the nation (see SMR Research Corporation, "Bankruptcy Data by County," Hackettstown, NJ, available at www.smrresearch.com/cntybkrprospectus.pdf). So why is bankruptcy in Shelby County so high? This remains a mystery, but there are several possibilities. First, county-level data is an average of all sub-jurisdictions. Detailed research at the zip code or Census tract level might reveal several pockets of extremely high bankruptcy filing rates dispersed throughout the county. Thus, several small areas might be driving the Shelby County results. Second, various community and business leaders in the Memphis area have remarked that Shelby County has an unusually high number of bankruptcy attorneys, thus suggesting more filings. But, the direction of causality is unknown. That is, do more attorneys cause more filings, or are there more attorneys because filings are higher? Third, it is possible that, for whatever reason, the social stigma associated with bankruptcy filings in Shelby County has always been low. majority of bankruptcy filers are not lower income. However, this research has also established that filings are highest for individuals of lower-middle income-something that cannot be discerned from the raw data in Table 4 .
County Income and Bankruptcy
A scatter plot of 2003 county per capita income and bankruptcy filing rates for all 681 counties in Eighth District states is shown in Figure 5 . 29 Included in this scatter plot is a regression line obtained from regressing bankruptcies per 1,000 persons on a constant, per capita income, and the square of per capita income. The relationship between county bankruptcy filings rates and income, at least in Eighth District states, is nonlinear-bankruptcy filing rates increase with income up to a certain income level, then filing rates decrease with further increases in county per capita income. 30 Figure 5 reveals that middle and lower-middle income counties have the highest filing rates, and bankruptcy filing rates for the highest income counties are very similar to the filing rates for the lowest income counties. This is likely reflective of the fact that the poorest of the poor cannot acquire credit or other assets, thus there is no chance of accumulating too much debt that filing for bankruptcy may alleviate. Wealthier individuals, on the other hand, have greater incomes and more financial diversification that shield them from negative income shocks, and their higher levels of education make it more likely they better understand the risks of acquiring debt, are less likely to do so, and are thus less likely to file for bankruptcy.
In addition to the full sample of counties, the same regression was estimated for each of the Eighth District states. These results, along with the coefficients from the full sample regression, are shown in the first two data columns of Table 6 . In general, there appears to be a similar nonlinear relationship between county income and county bankruptcy filings within each Eighth District state (as seen by the positive coefficient on income and the negative coefficient on the square of income). However, not all income coefficients are statistically significant. 31 29 The regression line is almost identical if Shelby County, Tennessee, is removed from the sample. 30 The results are very similar when median county household income is used rather than per capita personal income. These results will be provided upon request. The empirical results shown in Table 6 can be used to determine the level of county per capita income for which bankruptcy filings are the highest. 32 With this information, the number of counties in each state that are above and below this maximum value can be computed. For the full sample of Eighth District states and each individual Eighth District state, the level of county per capita income that maximizes personal bankruptcy filings and the number of counties above and below this value are shown in Table 7 . 33 For all Eighth District states, the level of county per capita income that maximizes bankruptcy filings is relatively high, as can be seen by the fact that all bankruptcy-maximizing income values are above the average county per capita income. What this reveals is that there is generally a positive relationship between county per capita income and bankruptcy filings for all but the wealthiest counties in each state; and, for the wealthiest counties, the relationship between per capita income and bankruptcy filings is negative. It is interesting to note that this relationship holds, in general, for states having relatively significant differences in per capita income.
Per capita income provides a measure of average county income and thus does not provide any insights into the distribution of income. The previous analysis of county bankruptcy filings using per capita county income is therefore redone using the percent of the population below poverty. Table 6 , the level of per capita income that maximizes personal bankruptcy rates is found by differentiating bankruptcy filings with respect to income, setting this expression equal to zero, and solving for income. The second derivatives are negative, thus confirming a maximum. 33 Several caveats are worth mentioning. First, the values in Table 7 are based solely on the estimates shown in Table 6 and not the statistical significance of these estimates. Second, although county data is much more disaggregated than state or national data, it is still relatively aggregate data. The analysis here attempts to make inferences about individual level behavior using county-level data. Similarly, county boundaries are political boundaries, not necessarily economic boundaries; that is, local economic conditions are not contained within county boundaries. differ across counties with different percentages of their populations below the poverty level. 34 The empirical results from the regression models are also shown in Table 7 . The results are statistically weaker than the results from the per capita income models, but there is some evidence of a similar relationship with bankruptcy filings. That is, bankruptcy filings generally increase with poverty, but at a decreasing rate. A rationale for this finding is the same as that for the per capita income results-namely, that the poorest individuals cannot acquire credit or other assets and thus gain little or nothing by filing for bankruptcy because no assets are held. Note, however, the estimated poverty coefficients for Missouri (statistically significant) and Arkansas (not statistically significant) suggest that, in those states, county bankruptcies decrease as the percent of the population in poverty increases, but at a decreasing rate.
The results from the full sample of counties reveal that bankruptcy filings increase with poverty at a decreasing rate, although the two poverty coefficients are not jointly significant at conventional levels. The level of poverty that maximizes filings for the full sample is 16.2 percent. Of the 681 counties in Eighth District states, 208 counties (about 31 percent) had poverty levels greater than 16.2 percent. As cautioned earlier, however, the poverty results are generally less robust across the sample of states and, thus, conclusions are less definitive than those obtained from the per capita income models.
CONCLUDING COMMENTS
The rapid rise in bankruptcy filings can be attributed to numerous economic and institutional factors. Increased consumer debt as a percentage of income, decreased savings, and widespread credit card availability and usage have all made individuals more vulnerable than in the past.
Consumers today face an increased probability of bankruptcy when hit with negative income shocks, such as divorce, job loss, and medical expenses. Legal changes have also contributed to the rise in bankruptcy by making it less costly (or more attractive) for individuals to file for bankruptcy. Greater access to credit by lower and middle income households that may not have adequate financial education is another cited factor. Finally, there has been a decrease in the social stigma associated with filing for bankruptcy.
The analyses presented in this article reveal some interesting insights into bankruptcy filing rates. At the national level, filing rates are 14.9 percentage points higher during the first quarter of a recession compared with non-recession quarters. However, bankruptcy filing rates are 9.2 percentage points lower in the second quarter of a recession compared with non-recession quarters. The net effect of the first quarter and second quarter of a recession are not statistically different, however, thus suggesting that a recession has no net effect on bankruptcy filing rates. Recessions appears to cause, at least as indicated in nationallevel data, a so-called housecleaning effect on bankruptcy filings. However, despite the short-run shocks to bankruptcy filings from recessions, the upward trend in bankruptcy filings has continued. Personal bankruptcy rates are quite different across states, especially those states in the Eighth Federal Reserve District. These states, as a whole, have a filing rate that is greater than the U.S. average filing rate. An analysis of state-level bankruptcy filings revealed that states with higher levels of bankruptcy filings in 1980 experienced slower annual bankruptcy growth rates through 2004. There thus appears to be convergence in state bankruptcy filings.
An analysis of bankruptcy filing rates and income in those counties located in Eighth District states revealed a nonlinear relationship between the two variables. Bankruptcy filings were found to increase with county income, but only to a certain point. After a certain income level, it was found that bankruptcy filings decrease with income. It was shown that for most states in the Eighth District, the bulk of each state's counties had a level of per capita income that was below 34 Models were also estimated that included both income variables and both poverty variables. Some of the results were quite different from those presented in Table 6 . This is likely the result of a high degree of colinearity between per capita income and the percent of the population below the poverty level (average ρ = 0.65). These results will be provided upon request.
the bankruptcy-maximizing level. Thus, for most counties in Eighth District states, bankruptcy filing rates increase with county income. This nonlinear relationship between income and bankruptcy filings reflects the fact that those individuals with the lowest incomes are likely to have few assets and limited access to credit, thus making it unlikely that they could incur debt, default, and file for bankruptcy. Empirical evidence also revealed a nonlinear relationship between county bankruptcy filings and the percent of the county population in poverty, but this relationship was statistically weaker than the relationship between per capita income and personal bankruptcy filings. However, the overall finding that personal bankruptcies increase with income at a decreasing rate within counties located in Eighth District states is supportive of earlier research that suggests that individuals with lower-middle incomes are more likely to file for bankruptcy than individuals of other income groups. Financial education is likely the key to reversing the decreasing social stigma associated with bankruptcy and thus reducing the demand for personal bankruptcies. Community groups and educators are best to decide how this is achieved. Even a strong public mission of financial education will not eliminate all bankruptcies, however, and that is why bankruptcy laws still need to be in place. Some individuals will have no choice but to file for bankruptcy despite responsible financial management.
